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In the 19B0 election year, Cnqress is likely to 
provide taxpayers- with some form of *ax savings, and observers 
predict that legislators will b^ojln efforts to modify the Internal 
Revenue Co.de to)provide more equity, qather more revenues, and serve 
a number of other purposes that yMl affect the higher education 
coaaunity. Particularly, Kiqher education iT>s*-i tuticns will seek to 
preserve and broaden the provision ^hat allows charitaTsle ' ' 
contribution? to college^ «nd, universities -to be deducted in 
calculating a .donor's income yx. In addition, they have a stronq 
intere«5t in maintainirg the tax-exempt sta^tus of scholarships ani 
fellowships (Section 1 1 7) -tuition remission, presejitly regarded' as 

-tax-exempt, may be ^^tfinerable durina the tax re.view proce ss. The ^ 
concTept of tax expeifditures is fundamental' to the arguments on tix 

' reform.; Legislativ^^history, cultuT«aJ^' values, and current politics 
argue against any dSM>les,«le ref crm .of the tax'ccde, and yet piecemeal 
efforts to alter the ^code have fieen made and -will continue. The 
higher education coii)«unity«,views tliese efforts with concern, but has ' 
a^poirerfi^l ally in other spetff/al 'interest gjroups, particularly in th'e 
nonprofit sector, th<fct are al^o interested in 'encouragement of 
charitable giving. "lAut hor/H ' . ^ u » ' » 
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In thi$ electiop year. Congress is likely to provide taxpayers 
with some form of tax savings" In 1981, Congressional observers 
predict that legisla'lors will begin effort;* to modify the Intcfrnal 
Revenue Code to provide more equity, gather more revenues, 
and serve a number of other purposes 

These activities will affect the higher education community 
As financially-pressed organi/alions. higher education institu- 
tions have a considerable slake in retaininjj and building u;K>n 
the present provisions in the lax (ode ll^al work for their finan- 
cial well being Mpsl [)articularly, they seek to preserve and 
broaden the provision that allows (harilable contributions to 
colleges 'and universities to ^M• d<'^Jucled in (akulaling a donc)r's 
in(ome tax They argue that this b«Aiefit is a^major incentive for 
higher education philanthrojjy^ 

In addition, colleges ami uri^ersilies have a strong interest m 
maintaining the lax exempt st^itus of scholarships anci fellow 
sh^)s (Section 117) luition remission, [)resenlly regarcied as I5x 
exempt, may bv vulnera[)U» during the tax review [)fotess 

Whc»nc*ver ( ongr<»ss looks at the tax c ocjc*. c oII<»g«*s and uni 
versitu»s are keen obscTvers of and ac live [)arlic i[)<ints in the dis 
(ussions and ar«* deeply coru ernrd <ihout what c h<ingfs arr 
made [)uring ihisiv'Mr and next, the issues c ilfcl a^K)ve -the 
fate of the* c h<if iiy)I«» deduc tic^n. lre<itmfni ot tuition ffmTssion. 
and treatment ^tellowships and si hc)Iarshi[)S will go U'for^ 
(.c)ng<c»ss I his T^esearc /) Ci/fre/ifs examines current views on tax 
alton «uici how thoy influence* ibesc issues, and parTic ularly argu 
mcTits ifie higher educ alu)n community presents to tucther its 
neecJs througfi thf* tax code ^ 
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Reviewing the Int^rnahRevenue^ode 

Taxation is for fTU)st tax[)av<'^^. int'vilahlf and i/nw«'lc()rn<* 
Vt't thi* ijnfK)piilar work ( al1^l♦H^ on hv thf hulk ot \\w f«Kleral 
tax system provi(l»*s its ow/i ( ount»»rjK)int th«* ap^H'aling 
pfosfM'Cl f)f tax relief With suhsiantial taxatif)n the g«*n**f<il 
rule for all soc »*tv. p^ovrsions spar«* paftif ular c itr/**ns 
'and f)rKani/ations from taxation ar<» htghlv ^n/tn] fKirkwcx)ci' 
anUMuncH i^?"}. [) 142) j 

These provisions, so cIcmi to the t<ixf)<iyeri <uouse strong fe«»lings 
<irid foster lobbying <»fforts whenever the/ pros[)ec t of c h<inging 
the Internal Keveni/e ( odcv^c c hrs 



Since thelate nj(>()'s, the* most signify <tnt threat to tliesci'pro 
visions comes from a thc*f>ry on tax<itiffn and tm» fedc^ral budget 



4> 



ria:at to tii 
tm» fedc^ral 

that treats income-tax cic'duc tions as * /ax expenditure's ' Oe^ve^l 
c)pc»cl by St<vil<*y ^ Sur(^'y. the*n Ass^slilnt Secretary of tfie* TrcMs 



Rosf\if( h ( (/ffe/)f s /s /)fe/)afef/ by fhv (\^f( ( /eaf//iK/)f;//se on 
Hi^hrf fduiMton. Jht* C/eor^^e VVas/i/ruffcXi^/ 'n/vers/fy, Was/i/n^ 



ton. {) ( U)0 uhitofuil m this putilK^iUm] w 
to a ( ofifrac f with thr Naf/of)a/ /nsf/fi/fe of I 
partmont of fk\i{fh, /r/i/c af/on anc/ We/Zarr 



s pro))4iro({ pj/rsi/anf 
///caf/of), (; S [)o 
( ootr.u tors iiruU^r 



taking S(/c h pro/ec fs iirnirt Ho^f^oimrnt spQt \ofship are enc otir 
agef/ fo express /ree/y f/)e/r /i/cfemeDf //) pfotv^MofhiJ^ ttnd fec/)r)/ 
(iil\i)atti^\ Pfiof to f)tif)li( iitiof) f/)e fnan//vf W)f was,s///)m/fff»</ 
fo the AmvfK.iio As\o( Mf/on for Hi^fu'r hhi(Bttof) for c fitf( ,il , 
fe»vK»w and dotofn)if)atiof) of pfofossfof)Ul cqpify^'torx e //i/s pu/), 
litation has mvt sm f) standatds Vinnt^ (jLf^vy or opinion, Inm 
ever, do not nef.r^saniy roprcsont tho n(fi( lal v/ew ([pinions of 
either AAHf or the National Institute of fdti(aiiof) 

( opies of Reseat ( h ( uftents may Ik* orfien^if hr 4()^ eac h 
ifoivrthe hibltx ations Oepatfmef^t. AmetK.an Assqi u^tion for 
Hiujtief Iducation, OrU' t)upont i nth. Suite 7fUl Washington, 
O.C 2(X)i6 f^iiyment must ac c ompany all of(hfs i/rK/er J/5 



ury for Tax Policy, thjs concept undtjriies efforts to modify or ^ 
make m^jor reforms m the Internal Revenue Code. 

Basically, the tax expenditure concept \ooks at the totality of 
revenue produced In this country for personal use. first It ' 
postulates an ideal income-tax structure in which tJlfetion is 
levied on net income, which is "the best approximate measure 
of ability to pay" (National Association of Independent Colleges 
and Universities et al 1978^ p ^) * Net income is the income re- 
maining after certain "iaco/ne<lefining" deductions are Subtract- 
ed from gross income These deductions are generally limited 
io^ expenses necessary for earning or producing Income, such as 
travel expenses or uniform purchases Any other deductions 
from gross inc ome, eg Socfal Security taxes, state and local 
nonbusiness taxes, and charitable gifts, represent a departure 
from the ideal incomiMax structure/ their justification lies else- 
where, in 'the need to meet c ertain spcial or economic objec- 
tives But under the tax expenditure theory, these deductions • 

are» (onsidere»d revenue^ lost to the federal government ** . 

. Second, the tax .expenditure concept hohds that these depar- 
tures frorn the ideal lax system mu^'t be accounted for irf the 
budgetary proc ess when total fe»deral expenditures are consicl^ 

, ered Since deductions sanctioneci by CoiHgress reduce federal 
reve«nue»s, so the argument goes, they are indirect sjK^ndmg pro- 
grani^, vind the^re^fore the'yMnfluerue public^^ jK>licy and should be 
iru Iude»d in the fe»deral ljudget 

UntiM^K>ft) only those ex|)enditure^ (iirectly approved by Con- 
gress through the a()prt)prialic)ns process were includ(^j^ in the 
te^deral budget (iut since lhe»n, the fe»denal government has 
gradually adoptenl the t<ix-expenditurevapproac h The Depart- 
ment of the Treasury has publishe»d a "Fax I xjjenditure Budget" 

^ since 1%H, and. unde»r'the Budget Act W-li^74, the» federal bud- 
get lists c ert<irrTtax exjx'nditures <ind estimates ot the reve»nue 
the»y would generatcMt collec te*d 

• ()es[)ite» Its fH'rvasive influence, the tax^^xpendituj^e^ concept is 
not without Its dissf»nters Some* c omme»nt<itc)rs argue? tbat this 
Lonc e^pt subye»fts the* nation's fundame^ntal belief in the* right to 
private* prope*rty " — 

//f^ ac/vocafes/ are impltutly ussenmn that all income (overfni 
by iho ^^oneva/ pro^^mLif the fax LivA Mon^s of tif^ht to 
thv j^overnmenr. a^^Hrw^ar f^e ^fovern/nenf ciec /cies. by^ex 
omptian or qCiaifJ^min. not to co/Wf in faxes c^onsfz/utes a 
sub&idy {Kns\o\ \W4 p IS fmphasis iq ongmal) 

f urth^^rmore*. they c ont\t^d th<!t the Jax e^xpenditure* c one e*pt 
IS inap|)rof)riate» whe»n applie»cl to the* c haritahfle* deduction be- 
cause its the^ory of income* cle»finition ' goe»s agaiQst historic al 
tradftiorr and c ultural values 

at the' core* of the' only ciefinition of income* that has tlie* 
U'ne»ftt of c#)nse'nsus. tHte»re» is a cc>n(e»pt of consumf)tion 
[which) ce^rtatnly consists of what one sjx'nds on fopd.^ shelter 
> and c lothmt{, what on** saves to pass on to heMrs But 

i?.(XKAye»^s 4>f ft«ligtf)us. [)hilc)V)phic al and ethical vie»ws ^ug 
. ge»st that what one gives to charity can prop^'rly be viewed 
cmfrrrntly (filrr 197') p 110,-'cltlnK BUtker) 

} rom a prac tic al |)e»rs|x*c tive, the de»ve»lyf)rne»nf <#id gene^ral 
ac.c eptanc e oi a "llax 1 xpe^nditure* Budget" subjec ts the per 
rnitte»d de^ductions tf) continual sc ruLirrV^n fact, c urre*nl e*fforts 
to pas> "sunset ' legishition illustra/* just how the* taxext)endi 
fure conce»pf rn<ikcN vulnerable d/cKic t ions that are» of mfe»re»st 



* Iheyhllowirig explanation of tax e»x[)encJtture" is based on the NA\U^ • 
cJisc ussion » ' 



••for e»5(arnple». in 1^17^, the estirnat|i*d lax ex|H«nditure», or revenue* the 
'f)ve»rnnnent dicJ rK)t reveivev for all of e»duf ation was Sn*S million (Kirk 
wckhI and Muncl««l H^7S) ^ « 
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to h'igher education. Siirisei legislation would require Congress 
to review and to decid^ whether to' continually modify or ter- 
minate programs If Congress failed to affirmatively reauthorize 
their continuance, the'programs would automatically terminate 
or suffer othef penalties Several bills now before the House in- 
clude? "tax expenditures" in^he same Category as federal pro- 
grams, thereby making them candidates for modification or ter- 
mination For example. H.R. 5858. spdnsored by Congressman 
Cillis Long, proposes to "establish a procedure for the periodic 
sunset review of Federal programs and tax expenditures by the 
Congress (p 2 . emphasis added ) 1/ enacted, ^uch legislation <• 
would threaten the termination of de4uclions for charitable giv- 
ing and scholarships Lqually important, it would create con- 
siderable problems for college and university fund-raising drives 
the possible expiration of deductions*advantageous to charita 
ble giving might slow ^md possibly reduce conlribulions because 
of the difficulties involved in estate planning The testator 
would be uncertain about the net cost o1 charitable giving ancf ' 
the net amount of estate ;<fx liability Ihese-problegns may sur- 
face several years b<»fore th<* end of a re<iuthori/ation cycle 
(tk)skin 1979) 

Section 501 (c) (3) 

Most disc ussiDns on tax polic y and hi^^her e(Ju( ation c rnter. 
around S^i^ion '*)()T (( ) ( ^) of ttie Internal Krvenur C ode (^urs 
tions of jK)lttK s^ocjuity, and finante hll ( pn»e*in(() play in thesr 
debates SupjK)rters of this section arKuo'that thj,' drduc tions 't 
grants are exirrnif'iy helpful m (onlinuinK tbi? fmanr lal well- 
IxMMK of colleges and untv<'rsUi<»s. Ijoth publu a'ri^i f)rivate 
(jilKs (ontcrul that it provides unf<!ir tax <KjvantaKes fo the 
wealthy thr rxp(^(ise of otherdti/er^s <mcj that it resu^.s in 
revenue lost to th<* federal Kov<*rnn»ent (hat slioulci Ik' us<*ft tn 
K()v*-rninent «ipprc^ve(l projj^r.irns (the «'xprrulitur«' arj^urnent) 
♦ This dis( u^sion dfs( rib<-s the hdSK workings of Sv( tion '>()1 • 
Us tx»ne?tts to foik'^os and univcrsitu's and the upcorninj^. 
deh<Jt<'S^)n abovf tfn- tinr legislation for c harit.ihU» (ontribu 
lions 



How It Works 

Section "lOl cnadcd III 1917 sirij^les out M-rr'am or^.ini/alions 
for sp<'( i.il t«t\ lr<Ml(tM«nt Srifion ^)()1 (.i)'<-x(»n>tirs r'rof?i t«»d('r«il 1 
in(ofn« trix lhoM» f)iKaoi/ations (\r\< Ti\iV(\ m St-r tion '>()1 (< ) ( i) 
whuTi in( Iud«' "( orp()rations <iruj .ir^y M>rniriunitv r h«-sT fund 
or fouruLition. m^^MU/i^d ,uu\ r^M'r.itrd lusivefs tor r<'l!j;ioiis 
(iMritatHe sdt'nlifK. Iit«»r.irv or «'dur.itifui.)l [)ijf(K)srs no 
parl^of fH>t (Mrinnj^s.of whu fi inurrs r^y ihr h<-nrfit of 
priv<!U' sh<»rf'hoi(l('r'or iwdivido.il f )th«'^ srl^ tioru^r a du-^lnt<'rr»al 
ReveniH' ( <'l<'v.itf thi* imjK )r^.in( c or S«-( h..f ;Ini imM) thr\ 
provide th.tt sik /i (ttiU\i\Ut\\u)t)s Mr fh^fihlr to f*>y<\i* ^tiits .ind 
tH*(iijest\ tfhit di^*lu( tifilv it) t (imptitui^f the <r:( onu^ jiitt ,)fu{ 
esfjff* fax //a^//^fpr'^^o/ //)<w/onf*rs ff^rrsons al I'i/V p l'H)'J 
entph<!sis added) 

Oliver] the present tax" stru( tiirr this svstern of (Ii'duTtions 
provrdes substantial tax ridvantaj»r'S to those m tfie hi^f^est in 
(onie hr.u kets and proj^ressivelv duninishtn^» retorris to otfier in 
corye t lasses f oi^exarnple ' * 

if a fM»rv)n in the 7i) [MTccnt hr«ukel j{iv*-s a sum of nu)n<'y 

he IS able to dedud that sum of mon<'v f'orn his tax h.ise 

<!nd tn effett Uv is only Kivin^ tOiM^rtent whfriMs when ,i 

person in the 14 \h^u ent hr.K ket j^rves ^^ sunt of /noiV'v he is 

Kiving per( ent c^'to ;h,1 it/liffefrntly* if «i S^X)(XX) jH'r 

son gives 10 [)er(ent of hiwffT( oriir to (•hj^ity it tvA\W < osts 

th<' Kovernment SM,()A() to jjet %(tt) out of that p»'fv;n ' . ' 

If d $12.(X)() jHTson ji^es 10 [M^rri'nr of his m/ooie to < h,iritv. 

It <osls th^ Kovermnenl SiM to get W7f> from ihis pi»rson 

The ( haritdble d<»<ju( tion works )iisi uiUide rl^wn (hier l')7'> 

p 109. (|uoling Surrey) . ' ^ 

I 

fin<VKtiil (benefits 

Despite the apparent ine(|urfy in this systen^ oj ( h|infaf)le de 
due tions. the higher edu< alion umununitv sijp(K)rts its (ontini» 
ante tH»(ause* It provides ( olleg^i^^and universities with irTijK)r 
tant (harinels uf*finan< lal support Advuc ates of tfie present sys 
tern also argue that first, the inecjuities lie in the progressive Wx 



rate rather thdf^ the system of deductk^ns; and, second, hioney 
given to charity is not u$ed for personal consumption, and 
therefore, sl^ould not be subject to tijxation (Filer 1975). Ffhaljy, 
they contend that if the present system did not exist, siibsl^ritiaj 
contributions to colleges and universities would be lost. They 
^ charge that the tax breaks under the presept system provide a 
majof incentive for farge gifts 

Records of contributions to colleges and universities appe^f 
to bear this ogl These show that a disproportionate share of ' . 
gifts to inslitulionfr^omes from a very small isegment of the. 
population In 1973-74, for example, large gijfts, identified as 
contributions over $5,000. represented 044 percent of all giving, 
but produced 70.84 percent of all voluntary support t6 colleges 
and universities (Levi and ^teinb^h 197.S). Moreover, a substan- 
tial proportion of ihese.gifts evidently are designed to use the 
tax advantage provided' for donations to SOI (c) (3) organizations. 
Taxes on estates, appreciated securities, real estate, and other 
property may be. reduced by donating cash or these ir^strurrvents 
to an institution In 197374. 9fl percent of all larjjp' gifts were in 
w» form of bequests.^and 41 percent of these w1?r'e in securities, 
rea^estate. and other projH^rty (Levi and Steinbach 197S). 

axpayers who do no! itemiA* but take the standard deduc- 
tion instead ( ann?)t take adv^Hlt^i^^e of deductions io\ c haritable 
giving Since 19f>a. this group of t^^payers has grown substan- 
tially, from "yl perwnt of all taxpayers in 1970 to 77 j>ercent in 
1^^|8 (National Assoc Mtion of Independent 1978b) Sorxie 
af^ciTysts <irgue that this <*rosiC)n of the st.mdard dedut^tion has 
redu(ed tFie in( entive for c haritable givtr>g.'they estimate that 
in 1977 alc)n<», j^Mts to chanty would, have been $1.^75 billion 
more if the standard! cic»du(tion haci,r>ot increased since 1970 
(NAK U 19781,) 

l ac ed with this f in«im lal clilenirna. c harit<ible orK<!nf/<itions 
stron^lv supjK)rt <ib<;ve thelline" tax legisiation that would jTro 
vide spe( incentives for ( Jj<irit<!ble Kiving'Suth legislatiori is 
r;ow pen(^in« fx'tope (^ongresk (H R 178^^ <incl S 219) ly would 
IM'rnut nonitenit/inK l<itpaye^s a deduMion for c fiarit^f)le (or! 
^rributK^ris rnu(h as they ^re nov^/illowt^d to ( red it sue [i ex 
(xi/ises «is ( b»ld ( «!re. afmion yS^ind niovir!^ 

I here are several ob)e( ttons and ( rnjnterproposafs to this 
le^isl.jtion that JtiakeA its p,!ssa«e iincert<iin I irstyofjponents 
ar^Jue tfiat this additional dedintioji will tfie federal tre<is 
jKV U)(}^ rnu( fi between %2 tt> $3 f)iiIion S\dvo( <!tes jK,int out 
tfiis loss wjfT be ofTserT>v~j4MMTT\~ir"i( revised revenues to the 
rkirilabie se( tor ■( h«irtties vsill ^i«^l^l afjout $14 S to $1 U) for 
e.ufi dollar |(»st ^o (he IrtMvjr\ (United W,iy 1<>7.9) Se<.ond. 
otfier ^^roups sop[,ort tlie ^i<•ner,ll r oru epi ot entiarn < harita 
ble KiMnji hut preter t.ix ( redit le)iisi,iti(Hi. wfiK h would provide 
.1 iOf)err ent Credit tf)r ( fMrJt<ible < ontrif)Utions I hey ( fiarj^e * 
tfi.it the above tf^e line [)rf)jK)Mtion f)<fp<»t nates an aire<idy lo 
"^etiijitable s\stern at deductions that gr(»ater [)enefits to 
tfiose in fii^^her interne bra( kefs ^^^ii^rt^iit plan woukJ ^ive 
ear fi lax[)aver the same in< eniTve for »ii^mR (Hothweil 1^178) 
Advf)r ates ot tfie dedot tion approar h respond that t<ix (redits 
, would suhsianliallv redu( tfie ^^iviog of tfiosejn th(» hi>^her in 
( orne lira* kets for exarn[)le a 1 7 j^er( ent redijc tuni in u^y/m^ to 
e<iu< tilt(>rial i/v,trtutions w<Jiild result i< «l it) iM»r( ent ( tedit wen* 
tntr^KliH ed fNationai Assc/f lation of 
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Section 117 

sVtion 117 of the Internal KeveruM ( ocJe presents tax prob 
lerns of u*ii(iue interest to the hij^fier education ( f )rnnuintty,f)e 
( ause tt rej^ilaj[(»s ( ollege and iinvK^sity s( hoiarsf!if)s and fellow 
sf»i()s Set ticJn 1 17ji'X( iudes frf)rn j>r^).ss in( om^any fellowships 
or S( holarsf]ips. fiowever the ex(.|usion do(^1w)t apply to 

that {K)rtior>()f an amount rA eivml whu h represents payrnerit 
for tea<hinK. resear< fi or othrr servrfes in the natur<? of part 
time efn()Ioyrnertt re(|Mir<»d as a^orulition to reteivinK th<' 
s<h<)lc!fship or fellowshif) Kranl F^)wevef. this lirnitafton does 
fK)l a()i)ly where tear hinK. r^'searc h or <»iher services are re 
(imred of^all < andicJates for a partu ular degree as a c(»r) 
ditic^n to rmeiving di'gree (Ffb^)kins Uli'i.j) 'JS) 
\ il r 
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The Section |17 exemption has stirred continuous controversy 
*because it does ngt^raref ully define ''fellowship" and "Scholar- 
ship"; tKat is, It does not address the many cases where an edy- 
cational institution grants a fellc^wsbip to a student for render- 
ing services to the institution thatM^t?^ same time, further his 
own learning and enable him to nfi^gt^^rogram requirements 
Section 117's lack of specificity leaves taxpayers and, the Inter-' 
nal Revenue Service in doubt over whether the payment 'given 
IS a true fellowship or belongs to the excluded category/dis- 
cussed above As a result, the Internal Revenue Secyice, the 
' courts, individual taxpayers, and the Congress have engaged in 
case-by case decision-making oyer whaj constitutes a bona fide 
fellowship or scholarship 

This has^proven to be an in(?fficienl and easily prpcess* that 
callsjof clarification and Congressjonal dirertiop Two problem 
areas in particular need to be addressed 

Payment for $jPfv/ces — A" 1%9 Supreme Cou*rt decision, ding- 
ier V lohnson ( W U S 741). establishes the guidelines*by which 
the Internal Revenue Service fudges whether a fellowship or 
scholarship is excludable income Under this decision, any "fel- 
lowship" or 'scholarship" that requires "Qty/c/ pro qtto" is not ex 
dudabU' trofii gross uu oni<» for taxation pufTjx)ses "bargained ' 
for pavnirnts. ^m*n n/ily <ts <i quo in retur/i for the quid of 
services rendered - whether (fast, present, or future — shouldTlt>t, 
^be ex( iudable from in( orne as sc holarship funds'" ( V)4 U S at 

As <i result of this dec ision, the Inleriial Revenue Service has 
followed a |K)lit y of frealinj^ <inv fellowshi|) or scholarship that 
re<|Uifes some woik or service in relurn*as a (jindproquo r<^ 
latiofTthip and disallowc^d th<» Section 117 exc ki'^on. even tor 
degree c ,in(|i<lates }Ho[)lsinO07'i) Uif»re has been ? onsicierahle 
litiKation ifi^^area. smcV*<»c tion 117 fh)fl) recjutres the ser 
vi(e elerfient tc^k^clisc ounted wher> deterniirun^; tellowsh^p sta 
liis if the service i^ec|uirecl of all deg|CM» c andid'ates 

Miin\ studenrernploycM's have (oritestecj the at)pli( «ihilit\ nt 
li(nuii*f \ hthnson U\ thcMr situations Most otten re^tct*»nt pitvst 
( uins <mci j»raduate iofit hin>» fellows Iwct'^nif iii\c)lve(J in dis . 
piites v\hen thev seek to ex( liidi* fryrn their inr omn c onipen 
s,iiion received tor (.arinj^ for hospttali/ed ()alients for teat itin^i 
iiftdrrt'r.uldate •( ()lle>»e slodiMits, oi for cloirt^; rrsi',»rf h whic ft in ^ 
uri's to the henefit of the ^»r,tntor ' {( /iarij,'es \fHu{f'({ }[fHi 

In htte Pl7/t. there w.is ,) f+urry o(, ,i( tivr|\ or> this sirh|e(t 
(iftl^ the fe|e,tsc of the ( ren(»r<il A( ( f )iir>tif>vi < )tfic e s report on 
tax tfeatfnefU cit tell<)W^i[)s, Sf hol.irships .jf>d etJtjc .ition fel.ited 
expenses fC /),i/)/,'e<f^re(/(»(/ \*i7H) the report prf)pr)se{| spe^ 
Vjiic < It.ui^es In the t<ix |,iw with wllfc h tf)e he^sii^y l)ep,wt 
iiieot dis,it>y^({ For its [)<irt. Tre.lsiirv ottered 'its ?)wn teconi 
rnencl.M Kin*. ( onj^ress h,is taken no ar tmn nn fni\ issue hut 
these pf(ipf)S«ils for c han^^es m the \ti\\ MJt;ti»'st tuhire diVer ticifjs ' 
Inr Sec f ion II 7 - ' 

I .'Qciei t^lit* ( .eneral Ac c f )untifiv;.( )f f k e s •( ,\( )\ plan the c op 
ditions under win. h .i tellowship cjt s^ hf»l,irsfiip woold he e\ 
( luclal)Ie trc)rn \^tOss iiu orne would he s*'v»*relv restricted Its 
new Sec fir )n 117 would rw)t dishnt»uish between dej^re*' arul tjoo 
cle^^ree c andidfites* arul would c oj^fier ail scholarship arwl fc^ 
lowship >4r.ints as part o^ ^^toss iru\)rne utiless a yf.mt rrjeels,a/7 
statutory re(|nireffiefifs>f >[ e)« lusion f xc lti(Jaf)le j^rants would ' 
he those* that ar<» fll lil|iitc»d to the cost of tfiition. uieals. rcK)nJ, 
tr<ive|, JK)oks <ind ecjuipnieut. atul c leric al help. {2) selec t ^ 
gr<intees on thf» basis c)f scholastic niertj^ ac hi»»venient. ot finan 
c t<)i fH»ec[, ( i) do not r^fjuire the rec ipn-nt tc) retuJer pfr»s«»ut or 
future s<»fVic es as a condition tor rec eiMnj^ the i^rant. f4) 
represent c ornf)ensation lc)r past ser'vic es aod f)) haJc* a 
gr<intor a ,spc»( ific ally <ipi)rc)vecl or^^atn/afion sue h as Se< tic)n 
W fc ) f 5) cirg<ini/<!tions frV)a/)Kf's N/iv'f/ec/ l')7a)^' 

In fesporJse to fhe\c» (,A() f)ropKv^^^he IreasurV Depart 
ment rec orfinifrids^c hang<*s that are rncicli less radical It rc»c c)ji 



*U)f the fiscal ye«!r endinn lune I'l/f) alone th»' Ir^tcrnal Revenue* 
♦ Service's records show that jM^rc iM)tJf)r 2.h7^i c aM»s) of iiiclividual t<ix 
^ases contested «il the district level (within the IKS) wi»fe concernccl 

with the fellowship or sc hoIarshi() kisic^ issue {( h»ir)K«'s NiH*(ipfi 
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nizcs the considerable controversy umter Section 117, but sug* 
gests that the CAO's M)lution, while easing aclministrative prob-* 
lems, does not prorwote the concept of equity (tutfick and' * 
Kurtz 1978) Instead, it' offers three alternatives to the G AO 
plan First, a revised Section 117 could limit excludable incoftie 
to tuition and fees, books, and other education-related but non- 
personal expenses The impact on most scholarship recipients 
would b^ minimal, sincp education-related pxpenses account fo^ 
the bulk of^most grants and the remaindey-4*44jo small to be 
taxed Second. Section 117 could apply to tuftion, fees, and liv- ' 
ing expenses of degrt>e candic^tes only This step would elimi- 
nate a large number of cases qow in question Finally, Congress 
could impose a limit on excludable* inc6me similar to that pres- 
'ently in effect for tiondegree candidates * ' - 

■ I 

luition /?em/siJon — Tuition-remission programs, tuition bene 
fits for children of college faculty and staff, are treated as 
scholarships granted to students and are tHeref6re exempt from 
taxation under Section 1*17 *But sipce 1975. the TiVasury Depart- 
ment has questior\e(Uhe ta)v-t»xempt status of tuition-remission 
i)rogranis as^purf of its larger investigation inio the tax-exempt 
status of many* fringe benefits granted to eniployjM:*s Its effort^ 
to revise treatment of fringe benefits have drawfl considefable 
opj)9Sition. and Congress imfwsed a freeze on any ch<ingvs in 
fringeb<»nefit |jeatment tJntil it could consider the issue* This 
moratorium has H»cenftv been extended until jtjne 1. 1981 



I he rnaior issue ts ^Mm^vr tuition rt^mission [)rogf^inis are a 
fringe bt»nefit to fac ulty or a sc hohirship to students Tuition re- - 
mission proj^r<mis Iwc anie jwpular during the VHO's when insti- 
Uitionsiorovided tuition tree ec^itation at tht; hcirne institution c 
to c hitdfi'n c^t ^ac ultv I vcMltually. the cone develop(»d into 
thr/c' of <uitio/i remission proj^rains. Which are now wiciely^ 

available to t<ic ult\ a'r^l'%t<Hf f<iniilies (1 ) tuition remission 
sc holarships <it the instituttorl when* the [)arent tt*ac hes. (2) tul 
tion e\ch<inge sc hoLirshtf) pro^^rams wheru tfie [)arent does n^t 
teac h. <wici (5) tuition grant sc»hc)l«irship programs, in which the 
s()onsc>rtnK institution issuer a c ht»c k in favor of th** adrtntting 
institution In most c ,ises tuition reniissicin' proj^rains provide tui- 
tion free educ ,it*cjn tor (»[igible studetits At some hi>»h c ost in 
^tttutK)ns students om\ bave^to p<iv ^<Ht of tfieif tuition costs, 
C- and the tuHtonv>rant p^o^^^a^l K<*neruny doest^c 
tWi ( osts (S/nart 1^^781 



lot pay for all tui 



ibe Ireasurys di6c ussion of bow trin^»e iM'nefits serve the 
r>mplovee wocjici ap^^*ar to place tuit^^n remission programs in 
the trinj^e benefit i.illier tfi,wi lfH» s( fioLirsbip c ate^^^^ V.^'^w e 
fa< (iltv and stfcilt s,il,iries ate ^»enerally low**r than professional 
sal.iries e|seub'*re Ieslif\in^ l)efore the Hc)use ( onirnittee c)n 
\Va\s and VVmos tlie As^^istanl ♦Secretary of the* If<Msur\^for *' 
lax l*olu \ *ar^»ued that Itint^e benefits m<iy n^pr<»s<»nt V k^nipen 
sation rec eivc'd \r\ kin^t"t^iat| fn<iy l)e just as valuable as coni 
[)ensation received in < asb (1 ubic k p 1^) ^1 ufthet ^ <i tax 

exeiiipt fritiv>e benefit rna\ l)e nicire, v<ilu<ible tb<in c <iNh com 
I)eusation to an empK)\ee thereby [)rc.>vidtrig the employer with 
an incentive to provicje tax tree l)enefits in licni'of c <ish f in<illy, 
emplovers may i.jse tax free'frm){c» benefits as <) c oni[)etitive ad 
van^aj^e. that is. ernplc*)yees may beV^in^ to ac c lyss lotifl 
c cjoSiwnsatton if <i (>c)rtion is in ta^ free frin^je ben^f^s th<ifvtf all 
c C)mper^itic)n is in t asTi In effec t, erti^>loye<»s may s(<iy tn or 
move* tC) |ob markets^lwit offer attractrvc», tax free frini^e bene- 

Ibe hi^ficw* eclcK atiorr c ommunity contests^the ccjn<e[)t that 
tuition rernisSfon (jrogtams <^re a fruygt^ benefit r<!ther tfi<!n a 
sc bcj|,f<sbi(\ |)r'c)^r«Tlfi Aclvc)c ates lor ibe pn*sent trcMtment note 
tflat tuitiof)V»mission*pro>iran)s b<ive l)een r(*garded <<s scholar 
slwp ()ro^ram\ sync e the ir/f on!(» tax was ifnpos<»d Ib<» le^isla- 
five history of Section 117 indicates tfiat ( c)ngrevs intended to 
maintain this traclttion * « > 



\ 



If an edcic iitional institution maintains or p.irtic'ipdtes in 
a plan wfieref)y tfie tuition cjf a c filld of a fac ulty rnernln'r of 
any such institution is remitted f)y any othei partic i()ating in 
stitution { dflendiKl by sur h child, therjihe'amcjurtt of ttii 
tion so reinitt^Hl shall U» c onsidered as «i sc holarship under 
this subsection fSteinf)a(h 197ft. cMing House Hv\H)f\ 1 H7, 
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AH( Bullpfin, March 19^) 



83rd Cong. 2d Sfess, (to accompany H.R. 8300)^36 (1954): 
^ Senate Report 1622, 83rd C^ng , Sess. 188 (1954)). 

In*^dditit)n; Jpition-remission programs meet the^cant criteria 
^ provided in Jection 117 and Internal Revenue regulation^ Sec- • 
tion 117 merely -excludes fr6m gross incont^ any amount re- 
-ceived as a schofarship at an educational institution Treasury 
re'gulatiQns 'define a sc4iolarship,as "an an^ount paid or allowed 
to for the benefit of- a student, whether an unciergrWujte or a 
graduate. \q su<:I> individual iifjujrsuing his studies" ('Treas|jry 
Reg,ul4tion Section, 1117^ Ka)) 

Most imfjortant, higher education offic uils argue that the pri- 
mary pur{)Qse of tuition^remission progrilir^s is to promote the 
recipient's *e<kicatW rather than grant an employee b<»nefit 
Thtv noiethat fa< ulty and staff salaries ah» not adjusted, or 
negotiated on the basis of tuituAcmissron programs nor is fu 
ture emijloyment a f on<jition for the tuition r(»mission benefit 
(Stembach 197ft) , 

Observations 



lfK)kin« a't tax reform issues from an Olympian [mts[H'( tive. 
theNpwVork rirnes (1477) «.clit()rrali/c(l ' 

Thr basK pur(K)s4' of \Uv rmonip tax rs to (olU-d rrvVnur - 
and that motive shoiiI(J donnnatr thf writing; of a ru-v^ tax 
<od#' Tlx' habrt of usl^^^» prrsonal and < orjKmitt.' tHxf^s as 
^ U'ms tor s<M lal cha^i^r \u\s ^x'.< omr alfnost irrrsistihUv (^ov * . 
♦•rnnifnt has \HH'n taxrn^ with onr paragraph of th«<^;(.o(lr ^{iv 
iHK rebates with the noxt. and (rrattfi^ riU'(;iirtifs v\ith rvrrv 
phrase 

Hut Ir^islatKr histors ( ulfural v.ilijcv and ( iirrcnl iK)liti( s ar«ut' 
against an\ .wholvsalr fvtonn of thi- (ax (odc. y^'t i)U'<frnoal 
efforts have.lM'^.njnadp tt^'aitrr tlw (.uU> ,uu\ fhrs prac tn nu»sl 
Jikolv will i fintinur 

, fhf hiKh*«). ation ( ornnuifiity viovvs tfwsr rrtorni rttorts 
^ vv^th ( on(«TnU)iM auso surm^ pro|K>scd t han«rs niav advprScK 
attCf t th«- taxilM'p^.trts availahU' to ihcnt tV'jshrn^^rTjn ('dwtafion 
watf hrrs th*THor#wr)n(,fuiaIlv rnonrfof ( on^fossuwial atruiiirs 
in tax arras thM att«'(t tfiPir sp(.( raj inlj.fpsfs Ihi^ fiavf a [x.w 
■«|rfi||- allv in (ytiwr sfwr lal int<T('st ^^fi^n|)s. p<!rti( ularlv rn tlu* n<u) 
projTS^-(t()r vvhM h arr. also'irurrrstod m rnamtainiriK tax pfo 
visions tfiat ♦Muourai'O r haritafilr ^»ivif>« ( ollfM Uvt.|\ thpsr 
foni's rna\ fx- af)I*- to hrin^ afxujt r har>«r tn tfwir own M'lt 
intf'fi^sfs * 
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